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47 CFR § 54.202(a)(1)(i) – Pioneer Telephone Cooperative will make reasonable efforts to 

comply with the service requirements applicable to the support it receives, specifically: 

High Cost Loop Support – the services listed and defined in 47 CFR § 54.101(a). 

Lifeline Support – the three criteria set forth in 47 CFR § 54.401(a). 

Interstate Common Line Support – the filings required in 47 CFR § 54.903 and the 

certification required in 47 CFR § 54. 

 

47 CFR § 54.313(a)(5) – Pioneer Telephone Cooperative will make reasonable efforts to comply 

with applicable service quality standards as stated in Oregon Administrative Rules 860-

034-0390, Retail Telecommunications Service Standards for Small Telecommunications 

Utilities and consumer protection rules as defined in 47 CFR Part 64 Subpart U, 

Customer Proprietary Network Information and the Federal Trade Commission Red Flag 

rules to prevent identity theft. 
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INDEPENDENT AUDITORS'  REPORT 
 
 
 
To the Board of Directors 
Pioneer Telephone Cooperative and Subsidiary 
Philomath, Oregon 
 
 
We have audited the accompanying consolidated financial statements of Pioneer Telephone Cooperative  and 
Subsidiary, which comprise the consolidated balance sheets as of December 31, 2012 and 2011, and the related 
consolidated statements of operations, changes in members’ equity, and cash flows for the years then ended, and 
the related notes to the consolidated financial statements. 
 
MANAGEMENT’S RESPONSIBILITY FOR THE FINANCIAL STATEMENTS 
Management is responsible for the preparation and fair presentation of these consolidated financial statements in 
accordance with accounting principles generally accepted in the United States of America; this includes the 
design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of 
consolidated financial statements that are free from material misstatement, whether due to fraud or error. 
 
AUDITOR’S RESPONSIBILITY 
Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We 
conducted our audits in accordance with auditing standards generally accepted in the United States of America. 
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the 
consolidated financial statements are free from material misstatement. 
 
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the 
consolidated financial statements. The procedures selected depend on the auditor’s judgment, including the 
assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud or 
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation 
and fair presentation of the consolidated financial statements in order to design audit procedures that are 
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating the 
appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by 
management, as well as evaluating the overall presentation of the consolidated financial statements. 
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit 
opinion. 
 
OPINION 
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the 
financial position of Pioneer Telephone Cooperative and Subsidiary, as of December 31, 2012 and 2011, and the 
results of its operations and cash flows for the years then ended in accordance with accounting principles 
generally accepted in the United States of America. 
 
 

 
 
 
Salem, Oregon 
April 5, 2013 
 



PIONEER TELEPHONE COOPERATIVE AND SUBSIDIARY

Consolidated Balance Sheets

December 31, 2012 and 2011

ASSETS 2012 2011

Current Assets:

Cash and cash equivalents $ 3,817,551    $ 2,270,582

Accounts receivable, less allowance for doubtful 

  accounts of $10,000 271,309       280,236

Other receivables 1,127,304    951,817

Materials and supplies 315,539       320,165

Prepaid expenses 244,675       284,405

Total Current Assets 5,776,378    4,107,205    

Other Assets and Investments 3,245,734    3,121,372

Property, Plant, and Equipment:

In service 72,057,085  72,768,626

Under construction 54,261         89,515

72,111,346  72,858,141  

Less accumulated depreciation 53,061,413  51,201,011

Property, Plant, and Equipment, net 19,049,933  21,657,130  

$ 28,072,045  $ 28,885,707  

See accompanying notes to consolidated financial statements. 2



LIABILITIES AND MEMBERS' EQUITY 2012 2011

Current Liabilities:

Accounts payable $ 141,775       $ 187,636

Accrued expenses 870,103       1,180,617

Current portion of long-term debt  1,840,910    2,454,545

Total Current Liabilities 2,852,788    3,822,798    

Long-Term Liabilities:

Deferred Income Taxes 49,593         -                   

Long-Term Debt -                   1,840,910

Total Long-Term Liabilities 49,593         1,840,910    

Members' Equity:

Memberships 9,793           10,031

Patronage capital 20,764,239  18,974,938

Other equity 4,395,632    4,237,030

Total Members' Equity 25,169,664  23,221,999  

$ 28,072,045  $ 28,885,707  

See accompanying notes to consolidated financial statements. 3



PIONEER TELEPHONE COOPERATIVE AND SUBSIDIARY

Consolidated Statements of Operations

Years Ended December 31, 2012 and 2011

2012 2011

Operating Revenues:

Local network $ 3,634,975 $ 3,813,593

Network access 11,224,706 9,229,258

Miscellaneous 1,190,556 1,182,865

Total Operating Revenues 16,050,237 14,225,716

Operating Expenses:

Plant specific 2,825,068 2,758,041

Plant nonspecific 1,860,288 1,943,288

Customer 2,526,141 2,584,202

Corporate 1,944,129 1,897,298

Depreciation 4,020,812 4,365,097

Other taxes 406,145 407,331

Other operating expenses 402,957 416,066

Total Operating Expenses 13,985,540 14,371,323

Operating Margin (Loss) 2,064,697 (145,607)

Other Income (Expense):

Interest and other income (expense) 117,868 187,932

Income tax expense (85,051) (3,894)

Net nonregulated loss (11,473) (16,379)

Income from other investments 84,524 263,675

Total Other Income, net 105,868 431,334

Margin Available for Fixed Charges 2,170,565 285,727

Fixed Charges - Interest on Long-Term Debt 212,369 375,938

Net Margin (Loss) $ 1,958,196 $ (90,211)

See accompanying notes to consolidated financial statements. 4



PIONEER TELEPHONE COOPERATIVE AND SUBSIDIARY

Consolidated Statements of Changes in Members' Equity

December 31, 2012 and 2011

Patronage Other

Memberships Capital Equity Total

Balance, December 31, 2010 $ 10,518         $ 18,988,907  $ 4,327,241    $ 23,326,666  

Net decrease in refundable

memberships (487) -                   -                   (487)

Redemption of patronage capital -                   (13,969) -                   (13,969)

Net Loss -                   -                   (90,211) (90,211)

Balance, December 31, 2011 $ 10,031 $ 18,974,938 $ 4,237,030 $ 23,221,999

Net decrease in refundable

memberships (238) -                   -                   (238)

Redemption of patronage capital -                   (10,293) -                   (10,293)

Other adjustments -                   (2,630)          2,630           -                   

Net Income -                   1,802,224    155,972       1,958,196    

Balance, December 31, 2012 $ 9,793 $ 20,764,239 $ 4,395,632 $ 25,169,664

See accompanying notes to consolidated financial statements. 5



PIONEER TELEPHONE COOPERATIVE AND SUBSIDIARY

Consolidated Statements of Cash Flows

Years Ended December 31, 2012 and 2011

2012 2011

Cash Flows from Operating Activities: 

Net margin (loss) $ 1,958,196    $ (90,211)        

Adjustments to reconcile net margin (loss) to net cash 

  provided by operating activities:

Depreciation 4,020,812    4,365,097    

Income from investments (112,524)      (290,826)      

Change in deferred taxes 49,593         -                   

Changes in assets and liabilities:

Accounts receivable 8,927           (1,078)          

Other receivables (175,487)      (38,519)        

Materials and supplies 4,626           138,082       

Prepaid expenses 39,730         (50,287)        

Accounts payable (45,861)        (144,365)      

Accrued expenses (310,514)      117,261       

Net Cash Provided by Operating Activities 5,437,498    4,005,154    

Cash Flows from Investing Activities:

Purchase of property, plant, and equipment, net (1,413,615)   (2,471,554)   

Purchases of other investments (18,588)        -                   

Proceeds from other investments 6,750           6,750           

Net Cash Used by Investing Activities (1,425,453)   (2,464,804)   

Cash Flows from Financing Activities:

Payments on long-term debt (2,454,545)   (2,454,545)   

Net change in memberships (238)             (487)             

Payments of capital credits, net (10,293)        (13,969)        

Net Cash Used by Financing Activities (2,465,076)   (2,469,001)   

Net Increase (Decrease) in Cash and Cash Equivalents 1,546,969    (928,651)      

Cash and Cash Equivalents, beginning 2,270,582    3,199,233

Cash and Cash Equivalents, ending $ 3,817,551    $ 2,270,582    

Cash Paid During the Year for Interest Net of Amounts Capitalized $ 236,885       $ 385,304       

See accompanying notes to consolidated financial statements. 6
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Note 1 - Organization and Summary of Significant Accounting Policies 

Organization 
Pioneer Telephone Cooperative (the Cooperative) is an Oregon cooperative corporation providing 
telecommunications services from within and around the City of Philomath, Oregon to the City of Waldport, 
Oregon.  The Cooperative invests in other telecommunication-related ventures through its wholly-owned subsidiary, 
Pioneer Consolidated, Inc. 
 
Basis of Consolidation 
The consolidated financial statements include the accounts of Pioneer Telephone Cooperative and its wholly-
owned subsidiary, Pioneer Consolidated, Inc. (the Subsidiary).  All intercompany transactions and balances have 
been eliminated in the consolidation. 
 
Estimates 
The Cooperative uses estimates and assumptions in preparing consolidated financial statements in accordance 
with accounting principles generally accepted in the United States of America.  Those estimates and assumptions 
affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities, and the 
reported revenues and expenses.  Actual results could differ from those estimates. 
 
Regulation 
The Cooperative is subject to limited regulation by the Public Utility Commission of Oregon (PUC).  The 
Cooperative maintains its accounting records in accordance with the Uniform System of Accounts, as prescribed 
by the Federal Communications Commission (FCC) and adopted by the PUC.  As a result, the application of 
accounting principles generally accepted in the United States of America by the Cooperative differs in certain 
respects from the application by nonregulated businesses.  Such differences primarily concern the time at which 
certain items enter into the determination of net margin.   
 
Regulatory and legislative actions, as well as future regulations, could have a significant impact on the 
Cooperative’s future operations and financial condition. See Note 1, National Broadband Plan and FCC Order. 
 
Cash and Cash Equivalents 
The Cooperative considers cash investments with an original maturity of 3 months or less to be cash equivalents. 
The Cooperative maintains its cash either in bank deposit accounts that are insured by the Federal Deposit 
Insurance Corporation (FDIC) up to a limit of $250,000 per depositor or in certain non-interest bearing accounts 
that are fully insured by the FDIC.  As of December 31, 2012 and 2011, the Cooperative did not have cash in any 
one bank that exceeded the FDIC limit due to the Cooperative having funds swept nightly into repurchase 
agreements which are fully collateralized.   
 
The Cooperative has not experienced any losses in its bank accounts and believes it is not exposed to any 
significant credit risk on cash. 
 
Accounts Receivable 
The Cooperative generally does not require collateral or other security to support accounts receivable.  An 
allowance for doubtful accounts is maintained, based upon management’s review of the year-end accounts 
receivable aging and past credit and collection history.  Receivables are written off when the Cooperative 
determines an account is uncollectible.  Past due status is determined based on how recently payments have 
been received.   
 
Investments 
Investments in which the Cooperative holds a 20%-50% interest are accounted for on the equity method.  
Investments accounted for on the equity method are recorded at cost and adjusted for the Cooperative’s share of 
income or loss.  Investments in which the Cooperative holds less than a 20% interest are recorded at cost, and 
income is recorded when dividends are received. 
 



PIONEER TELEPHONE COOPERATIVE AND SUBSIDIARY 

Notes to Consolidated Financial Statements 
Years Ended December 31, 2012 and 2011 

 
 

 8 

Note 1 - Organization and Summary of Significant Accounting Policies, continued  

Materials and Supplies 
Materials and supplies are stated at the lower of cost or market.  Cost is determined principally by the average 
cost method. 
 
Fair Value of Financial Instruments 
The Cooperative’s financial instruments, none of which are held for trading purposes, include cash and cash 
equivalents, receivables, payables, and notes payable.  The Cooperative estimates that the fair value of all of 
these non-derivative financial instruments at December 31, 2012 and 2011 does not differ materially from the 
aggregate carrying value of its financial instruments recorded in the accompanying consolidated balance sheets. 
 
Property, Plant, and Equipment 
Telecommunications plant in service and under construction is stated at cost, including estimated overhead 
expense.  Depreciation is calculated on a straight-line basis over the estimated life of the classes of property and 
equipment in accordance with rates consistent with industry standards.  Depreciation rates range from 2.2% to 
14.3%.  Costs of plant retired are eliminated from telecommunications plant accounts and such costs plus 
removal expenses, less salvage, are charged to accumulated depreciation. 
 
The Cooperative follows the policy of capitalizing interest as a component of the cost of property, plant, and 
equipment constructed for its own use.  In 2012, total interest incurred was $212,369 ($375,938 in 2011), of which 
$18,147 was capitalized ($31,972 in 2011). 
 
Memberships 
An initial refundable membership fee of $1 is charged to all new member subscribers, which entitles the member 
to vote at the annual meeting. 
 
Patronage Allocations 
The net margin of the Cooperative is allocated to its members in proportion to a member’s access minutes of use 
and local service.  Losses sustained by the Cooperative may be allocated to the accounts of individual patrons or 
offset to other equity at the discretion of the Board of Directors. 
 
Other Equity 
Other equity represents the accumulated earnings of Pioneer Consolidated, Inc. and any unallocated equities and 
unallocated losses. 
 
Network Access Revenues 
Network access revenue related to intralata and interlata toll service is received under a system of access 
charges.  Access charges represent a methodology by which local telephone companies, including the 
Cooperative, charge the long-distance carrier for access and interconnection to local facilities.  The Cooperative 
has elected to file access tariffs through the Oregon Exchange Carrier Association (OECA) and the National 
Exchange Carrier Association (NECA).  These access tariffs are subject to approval by the PUC for intrastate 
charges and the FCC for interstate charges. 
 
When network access revenues have been received pursuant to the settlement and access agreements above, 
they are divided into traffic sensitive, nontraffic sensitive, and billing and collecting portions.  The revenues are 
then either placed into a common pooling arrangement with other exchange carriers for redistribution or kept by 
the Cooperative.  The redistributions are made according to formulas established by the governing boards of the 
pools and are generally based upon expenses incurred and investments maintained.   
 
The Cooperative participates in various pooling arrangements with NECA and OECA.   
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Note 1 - Organization and Summary of Significant Accounting Policies, continued  

Network Access Revenues, continued  
Settlement, access, and pool distribution revenues are recorded when the amounts become determinable.  
Related expenses are recorded when incurred.  Subsequent true-ups and retroactive adjustments, which are 
generally allowed for a period of 24 months (NECA pool only) after the close of the related calendar year, are 
recorded in the year in which such adjustments become determinable, based upon studies prepared by outside 
consultants. 
 
In addition to recoveries from the pools, the Cooperative also receives revenues from the Universal Service High 
Cost Loop Fund administered by the Universal Service Administrative Company (USAC) and the Oregon 
Universal Service fund (OUS) administered by the PUC.  The amount of support received from USAC is based on 
the number of customers served and the cost of providing service in that area being in excess of the national 
average cost per loop, as determined by the FCC, and are included in the network access revenues in the 
accompanying consolidated financial statements. 
 
In 2012, the Cooperative received $1,644,342 from the USAC High Cost Loop Fund ($1,885,024 in 2011) and 
$7,889,609 ($5,497,988 in 2011) in interstate access revenues administered through the NECA Pools.  In 2012 
the Cooperative received $701,341 from the OUS fund ($407,907 in 2011). 
 
National Broadband Plan and FCC Order 
In 2010 the FCC issued the National Broadband Plan which outlined a long-term plan to increase broadband 
penetrations and services throughout the United States of America.  The plan further outlined a proposed long-
term phase-out of access charges (referred to as intercarrier compensation) and moved to support mechanisms 
based on broadband services rather than the current Universal Service High Cost Loop Fund administered by 
USAC.   
 
In response to the plan, the FCC on October 27, 2011, approved Report and Order 11-161 (the Order), that 
begins the process of reforming the universal service and intercarrier compensation (ICC) systems and adopts 
support for broadband-capable networks as an express universal service principle. The Order further creates the 
Connect America Fund which will ultimately replace all existing high-cost support mechanisms as well as help 
facilitate ICC reforms.  The Order, among other things, caps the federal universal service fund at current levels 
and reforms the current system by putting various limits on capital and operating spending, requiring minimum 
levels for local rates and capping the per-line support amount at $250 per month. As of December 31, 2012 the 
Cooperative is transitioning local rates and is not subject to the $250 per line support cap.   
 
The Order also reforms the ICC system by adopting a plan to transition from access charges to a bill and keep 
framework. The transition period for rate-of-return carriers such as the Cooperative is 9 years.  Recovery will be 
calculated initially based on the fiscal year 2011 interstate switched access revenue requirement and will decline 
annually by 5% during the transition period, which began July 1, 2012. 
 
The Order includes the adoption of a monthly Access Recovery Charge as a transitional recovery mechanism to 
mitigate the impact of reduced intercarrier revenues. The Order was effective December 29, 2011, and 
implementation began on July 1, 2012. As of the implementation date, the Cooperative is subject to the 5% 
annual decline in interstate switched access revenue requirement during the 9 year transition period. For the 
period ended December 31, 2012 the impact to the Cooperative has not been significant. 
 
The overall reform process will take place in phases and will take several years to implement. Further, the Order 
includes a Further Notice of Proposed Rulemaking and seeks comments on various items. The ultimate outcome 
of these proceedings and their impact is uncertain at this time. 
 
Income Taxes 
The Cooperative has been granted an exemption from Federal income taxes, except for “unrelated” business 
income, under Section 501(c)(12) of the Internal Revenue Code.  
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Note 1 - Organization and Summary of Significant Accounting Policies, continued 

Income Taxes, continued  
The Cooperative is also exempt from state income taxes. However, in any year for which greater than 15% of 
gross revenue is derived from nonmember services, the Cooperative becomes a taxable cooperative. The 
Cooperative was exempt from income taxes in 2012 and 2011.  Federal and state taxes payable by taxable 
cooperatives are computed differently from taxes payable by other corporations, primarily because cooperatives 
are allowed to deduct margins allocated or paid to patrons within 8 1/2 months after the end of each taxable year. 
Pioneer Consolidated, Inc. is a taxable corporation and files a separate income tax return.   
 
Deferred taxes represent the future tax return consequence of differences between the financial statement and 
the tax basis of assets and liabilities, which will either be taxable or deductible when the related assets or 
liabilities are recorded or settled.  Valuation allowances are established when necessary to reduce deferred tax 
assets to the amount expected to be realized. 
 
The Cooperative follows accounting standards generally accepted in the United States of America related to the 
recognition of uncertain tax positions.  The Cooperative recognizes accrued interest and penalties associated with 
uncertain tax positions as part of the income tax provision, when applicable.  There were no amounts accrued in 
the consolidated financial statements related to uncertain tax positions.   
 
The Cooperative files federal, state and local income tax returns.  With limited exceptions, the Cooperative is no 
longer subject to examinations for years before 2009. 
 
Subsequent Events 
The Cooperative has evaluated subsequent events through April 5, 2013, which is the date the consolidated 
financial statements were available to be issued.   
 
 
Note 2 - Other Assets and Investments 

Other assets and investments, at cost, consist of the following: 
  2012 2011 

Communications Supply Service Association $       25,000 $       25,000 
National Telcom Corporation 50,000 50,000 
Deferred charges 3,375 10,125 
CoBank patronage certificates 1,235,205 1,216,617 
ANPI Holding, Inc. 198,432 198,432 
CHR Solutions, Inc.        145,401              145,401 
  
 Total, at cost $   1,657,413 $  1,645,575 
 
Other investments, equity method:  
 
Casco Communications, Inc. $   1,280,489 $  1,060,084 
Wilcom LLC 307,832 280,963 
Pioneer LMDS, LLC                 -    134,750 
 
 Equity Investments $   1,588,321 $  1,475,797 
 
Total Other Assets and Investments $   3,245,734 $  3,121,372 
 
The Subsidiary has a 50% ownership interest in Casco Communications, Inc. (Casco), a corporation providing 
internet access and other services.  The investment is recorded using the equity method of accounting.  Based on 
audited financial statements, the Subsidiary recorded income of $220,405 related to this investment in 2012 
($265,903 in 2011). 
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Note 2 - Other Assets and Investments, continued 

Following is a summary of financial position and results of operations of Casco Communications, Inc.: 
 
  2012 2011 
 
Current assets $   2,018,238           $   1,223,959 
Net property, plant, and equipment 581,804 636,408 
Other assets and investments 1,179,152    1,187,018 
 
  $   3,779,194 $   3,047,385 
 
Current liabilities $      447,265 $      363,315 
Other liabilities 270,766 91,521  
Noncontrolling interest 444,540 416,735 
Stockholders’ equity 2,616,623    2,175,814 
 
   $   3,779,194 $   3,047,385 
 
Operating revenue $   6,189,128 $   5,971,080 
 
Net income after taxes and noncontrolling interest $      440,809 $      531,806 
 
During the year ended December 31, 2012, the Cooperative recorded an investment loss of $1,131 from Wilcom, 
LLC and contributed an additional $28,000 in cash.   
 
During the year ended December 31, 2012, the Cooperative’s LMDS license was revoked by the FCC and as a 
result the investment was written off. 
 
 
Note 3 - Property, Plant, and Equipment 

Listed below are the major classes of telecommunications plant in service: 
 
  2012 2011 
Pioneer Telephone Cooperative: 
Land and support $   7,258,324 $   7,240,178 
Central office 14,233,687 15,741,539 
Cable and wire facilities 49,995,196 49,255,029 
 Subtotal 71,487,207 72,236,746 
 
Pioneer Consolidated, Inc.: 
Fiber optic cable and equipment      569,878      531,880 
 
   $ 72,057,085 $ 72,768,626 
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Note 4 - Long-Term Debt 

Long-term debt consists of the following: 
  2012 2011 
Mortgage notes payable to CoBank, at various rates from 6.75% to 
6.94%, payable in quarterly principal installments of $613,636, 
collateralized by real and personal property, due in 2013  $    1,840,910 $   4,295,455 

Less current portion   1,840,910   2,454,545 

  $                  - $   1,840,910 
 
Future maturities of long-term debt are as follows: 

 2013 $    1,840,910 
   
The long-term debt agreement requires maintenance of defined amounts of equity and debt service coverage 
ratios.  Management of the Cooperative believes they have met these covenants at December 31, 2012 and 
2011. 
 
The Cooperative has a $3,000,000 revolving line of credit from CoBank at a variable rate of interest expiring in 
July 2014.  At December 31, 2012 and 2011, there were no advances on the line of credit.  
 
 
Note 5 – Income Taxes 

Income taxes are provided for the tax effects of transactions reported in the consolidated financial statements and 
consist of taxes currently due and deferred income taxes.   
 
Income tax expense consists of the following: 
  2012 2011 

Federal income tax $       29,974 $       3,394 
State income tax            5,484                     500 
Deferred income taxes       49,593                         - 
  
  $       85,051 $       3,894 
 
The provision for income taxes differs from the amount computed by applying the current statutory federal income 
tax rate to earnings before income taxes due to the effects of state taxes, nondeductible items, differences in 
depreciation for book and tax purposes, and the tax-exempt status of the Cooperative.   

Deferred income taxes in the accompanying consolidated balance sheets included the following components: 
 
  2012  2011 
Deferred income tax asset – deferred revenue $          8,583 $                  - 
Deferred income tax liability – depreciation and investments    
basis differences      (58,176)                - 
 
 Deferred income tax liability, net $      (49,593) $                - 
 
In 2011 the Subsidiary had a net deferred tax asset of $98,094 resulting from book to tax differences in 
accounting for investments, depreciation of fixed assets, and net operating losses.  This net deferred tax asset 
was fully offset by a valuation allowance as no future taxable benefit was anticipated related to the asset.  
Accordingly the deferred tax asset was recognized in the financial statements in 2011.  In 2012 all net operating 
losses from 2011 were fully utilized due to net income from operations.   
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Note 5 – Income Taxes, continued 

Deferred taxes have been recorded in 2012 to recognize the liability for future tax consequences from the prior 
use of accelerated depreciation for tax purposes and potential gain on the sale of an investment recorded on an 
equity method for financial statement reporting versus the original cost basis for tax purposes. 
 
 

Note 6 - Employee Benefit Plans 

Multiemployer Pension Plan 
The National Telecommunications Cooperative Association (NTCA) Retirement and Security Program for 
Employees of the NTCA and its Member Systems (the Plan) is a defined benefit pension plan covering many of 
the full-time employees of NTCA, its affiliates and its members that have adopted the Plan. Pursuant to IRC 
Section 413(c)(4), the Plan is considered a Multiple Employer (other) Master Plan. The Plan is subject to the 
provisions of the Employee Retirement Income Security Act of 1974 (ERISA), as amended. The Plan’s employer 
identification number is 52-0741336 and the Plan Number is 333. 
 
A unique characteristic of a multiemployer plan compared to a single employer plan is that all plan assets are 
available to pay benefits of any plan participant. Separate asset accounts are not maintained for participating 
employers. This means that assets contributed by one employer may be used to provide benefits to employees of 
other participating employers. 
 
The Cooperative is a participant in the above described plan. The Cooperative’s contributions to the Plan in 2012 
and 2011 represented less than 5 percent of the total contributions made to the Plan by all participating 
employers. The Cooperative made contributions to the Plan of $531,131 in 2012 and $541,308 in 2011. There 
have been no significant changes that affect the comparability of 2012 and 2011 contributions. 
 
In the Plan, a “zone status” determination is not required and therefore, not determined under the Pension 
Protection Act (PPA) of 2006. In addition, the accumulated benefit obligations of plan assets are not determined 
or allocated separately by individual employer. In total, the Plan is 100% percent funded at January 1, 2012, 
based on the PPA funding target and PPA actuarial value of assets on that date.  
 
Because the provisions of PPA do not apply to the Plan, funding improvement plans and surcharges are not 
applicable and have not been applied. Future contribution requirements are determined each year as part of the 
actuarial valuation of the Plan and may change as a result of plan experience. There is no collective bargaining 
agreement that affects future contribution requirements. 
 
The Cooperative also participates in a contributory multi-employer defined contribution savings plan (the Plan) 
sponsored by the NTCA that covers all full-time eligible employees and contributes 3.5% of each eligible 
employee's annual salary to the Plan.  The Cooperative's contribution to the Plan, including amounts charged to 
construction at December 31, 2012, was $154,331 ($157,942 in 2011). 
 
 
Note 7 - Related Party 

The Cooperative provides customer account processing for Casco Communications, Inc. relating to their DSL 
services.  Amounts payable to Casco Communications, Inc. were $207,169 and $200,310 at December 31, 2012 
and 2011, respectively.  A corresponding receivable from the Cooperative customers is included at December 31, 
2012 and 2011.    
 
The Cooperative also provides network access to Casco Communications, Inc.  Total revenues billed for these 
services were $1,130,968 in 2012 ($1,122,200 in 2011).  Amounts receivable from Casco Communications, Inc. 
were $96,221 and $76,264 at December 31, 2012 and 2011, respectively. 
 
The Cooperative utilizes after-hours telephone answering services and DSL services provided by Casco 
Communications, Inc.  Total amounts paid for these services were $83,088 in 2012 ($80,905 in 2011). 
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April 5, 2013

CPAs AND BUSINESS CONSULTANTS

To the Board of Directors
Pioneer Telephone Cooperative and Subsidiary

Dear Members of the Board of Directors:

We have audited the consolidated financial statements of Pioneer Telephone Cooperative and Subsidiary
(the Cooperative) for the year ended December 31,2012 and have issued our report thereon dated April 5,
2013.

Professional standards require that we provide you with information about our responsibilities under generally
accepted auditing standards, as well as certain information related to the planned scope and timing of our
audit. We have communicated such information to you in our engagement letter dated July 16, 2012.
Professional standards also require that we communicate to you the following information related to our audit.

QUALITATIVE ASPECTS OF ACCOUNTING POLICIES
Management is responsible for the selection and use of appropriate accounting policies. In accordance with
the terms of our engagement letter, we will advise management about the appropriateness of accounting
policies and their application. The significant accounting policies used by the Cooperative are described in
Note 1 to the December 31, 2012 consolidated financial statements. No new accounting policies were
adopted and the applications of existing policies were not changed during 2012. We noted no transactions
entered into by the Cooperative during the year for which there is a lack of authoritative guidance or
consensus. All significant transactions have been recognized in the consolidated financial statements in the
proper period.

Accounting estimates are an integral part of the consolidated financial statements prepared by management
and are based on management's knowledge and experience about past and current events and
assumptions about future events. Certain accounting estimates are particularly sensitive because of their
significance to the consolidated financial statements and because of the possibility that future events
affecting them may differ significantly from those expected. Significant accounting estimates reflected in the
Cooperative's 2012 consolidated financial statements include; the allowance for doubtful accounts
receivable, useful lives of property, plant and equipment, and fair value measurements of financial
instruments and investments.

During the year ended December 31, 2012, we are not aware of any significant changes in accounting
estimates or in management's judgments relating to such estimates. We evaluated the key factors and
assumptions used in determining that those estimates are reasonable in relation to the financial statements
taken as a whole.

The disclosures in the financial statements are neutral, consistent, and clear.

CORRECTEO AND UNCORRECTED MISSTATEMENTS
Professional standards require us to accumulate all misstatements identified during the audit, other than
those that are trivial, and communicate them to the appropriate level of management. Management has
corrected all such misstatements. In addition, none of the misstatements detected as a result of audit
procedures and corrected by management were material, either individually or in the aggregate, to the
consolidated financial statements taken as a whole.
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DISAGREEMENTS WITH MANAGEMENT
For purposes of this letter, professional standards define a disagreement with management as a matter,
whether or not resolved to our satisfaction, concerning a financial accounting, reporting, or auditing matter
that could be significant to the consolidated financial statements or the auditors' report. We are pleased to
report that no such disagreements arose during the course of our audit.

MANAGEMENT REPRESENTATIONS
We have requested certain representations from management that are included in the management
representation letter dated April 5, 2013.

MANAGEMENT CONSULTATIONS WITH OTHER INDEPENDENT ACCOUNTANTS
In some cases, management may decide to consult with other accountants about auditing and accounting
matters, similar to obtaining a "second opinion" on certain situations. If a consultation involves application of
an accounting principle to the Cooperative's consolidated financial statements or a determination of the type
of auditor's opinion that may be expressed on those statements, our professional standards require the
consulting accountant to check with us to determine that the consultant has all the relevant facts. To our
knowledge, there were no such consultations with other accountants.

DIFFICULTIES ENCOUNTERED IN PERFORMING THE AUDIT
We encountered no significant difficulties in dealing with management in performing and completing our
audit.

OTHER AUDIT FINDINGS OR ISSUES
We generally discuss a variety of matters, including the application of accounting principles and auditing
standards, with management each year prior to retention as the Cooperative's auditors. However, these
discussions occurred in the normal course of our professional relationship and our responses were not a
condition to our retention.

OTHER MAnERS
With respect to the supplemental information accompanying the consolidated financial statements, we made
certain inquiries of management and evaluated the form, content, and methods of preparing the information
to determine that the information complies with U.S. generally accepted accounting principles, the method of
preparing it has not changed from the prior period, and the information is appropriate and complete in
relation to our audit of the consolidated financial statements. We compared and reconciled the supplemental
information to the underlying accounting records used to prepare the consolidated financial statements or to
the consolidated financial statements themselves.

This information is intended solely for the use of the Board of Directors and management of Pioneer
Telephone Cooperative and Subsidiary and is not intended to be and should not be used by anyone other
than these specified parties.

We will be pleased to discuss this report with you further at your convenience.
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